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PDQDJHUVWRHVFDSHPDUNHWPRQLWRULQJDQGHQFRXUDJHLQYHVWPHQWLQQHJDWLYHFDVKIORZSURMHFWV-RXDEHU6DODKDQG
5LJREHUW5DKPDQHWDO6KDULDLQYHVWRUVFRXOGHQGXSKROGLQJVHFXULWLHVZKHUHWKHILUPVPD\KDYH
RYHULQYHVWHGLQSURMHFWVZLWKOLWWOHRUQRSURILWV
6\VWHPDWLFULVNVDUHPDFURHFRQRPLFIDFWRUVVXFKDVLQWHUHVWUDWHVLQIODWLRQUDWHVDQGHFRQRPLFJURZWKGHHPHGQRW
HOLPLQDEOHDQGQRQ±V\VWHPDWLFULVNVDUHPLFURHFRQRPLFIDFWRUVDQGFDQEHUHGXFHGE\IRUPLQJSRUWIROLRV*RHW]PDQQ
DQG.XPDU%DUEHU+HDWKDQG2GHDQ*RHW]PDQQ0DVVDDQG6LPRQRY6XWWRQ%RGLH.DQH
DQG0DUFXV  ,VODPLF DQG QRQ,VODPLF VWRFN LQGLFHV DUH UHSRUWHG WR EH UHVSRQVLYH WR PLFURHFRQRPLF DQG
PDFURHFRQRPLFULVNV*LUDUGDQG+DVVDQ$OEDLW\DQG$KPDG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0DUNRZLW]VWDWHGWKDWSRUWIROLRVL]HZDVRIWHQWKHURRWRIGLYHUVLILFDWLRQHIIHFWEXWWKHUHLVQRFRQVHQVXVRQ
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0DONLHO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LQFUHDVHVWKHVWDQGDUGGHYLDWLRQVWDUWHGGHFOLQLQJJUDGXDOO\$IWHUWKHWKVWRFNWKHUHZDVDUDQGRPEHKDYLRXURIULVN
UHGXFWLRQ7KLVFDQEHGXH WRKLJKO\FRUUHODWHGVWRFNV7KHDGGLQJRIPRUHVWRFNVXOWLPDWHO\ UHGXFHV WKHRYHUDOO
VWDQGDUGGHYLDWLRQIURPWRZKLFKZDVHTXLYDOHQWWRDWRWDOUHGXFWLRQRI
7KHGLYHUVLILFDWLRQHIIHFWRI6KDULDVWRFNVZHUHQRWHYLGHQFHGXULQJWKHEHDUSHULRGDVFRPSDUHGWRWKHILUVWEXOO
SHULRGDVWKHVWRFNVWHQGWRIOXFWXDWHPRUHGXULQJWKHEHDUSHULRGOLNHO\GXHWRLQYHVWRUV¶SDQLFVHOOLQJ7KHILUVWVWRFN
SURYLGHGDVWDQGDUGGHYLDWLRQRIDQGDGHFOLQLQJSDWWHUQLVREVHUYDEOHXSWRWKHVWRFNSRUWIROLR7KHUHLVD
UHGXFWLRQRIWRWDOULVNGXULQJWKHEHDUSKDVHZKLFKZDVOHVVWKDQWKHUHGXFWLRQRIWKHILUVWEXOOSHULRG
7KHILUVWVWRFNGXULQJWKHVHFRQGEXOOSHULRGSURYLGHGDVWDQGDUGGHYLDWLRQRI$VPRUHVWRFNVZHUHDGGHG
LQWRWKHSRUWIROLRVWDQGDUGGHYLDWLRQIDOOGUDPDWLFDOO\XQWLODOOVWRFNVZHUHLQFOXGHGLQWKHSRUWIROLR7KHUHZDVD
UHGXFWLRQRIIURPWR7KLVZDVPRUHWKDQWKHUHGXFWLRQGXULQJWKHILUVWEXOODVZHOODVWKHEHDU
PDUNHWSHULRG

7DEOH1XPEHURI6WRFNVUHTXLUHGGXULQJ'LIIHUHQW0DUNHWSKDVHIRU6KDULD6WRFNV

%XOO %HDU %XOO 6WDQGDUGL]HG6'
   
   
   
   
 !  

,QVXPPDU\LQWKHILUVWEXOODQGEHDUSHULRGDWOHDVWVWRFNVZHUHQHHGHGLQRUGHUIRU6KDULDVWRFNVWRUHGXFHXS
WRRIWKHSRUWIROLRULVN'XHWRWKHKLJKHUFRUUHODWLRQRIUHWXUQVLQDEHDUPDUNHWPRUH6KDULDVWRFNVZDVUHTXLUHG
IRU GLYHUVLILFDWLRQ HIIHFW ,W RQO\ UHTXLUHG  VWRFNV LQ WKH VHFRQG EXOO SHULRG LQ DFKLHYLQJ VWDQGDUGL]HG VWDQGDUG
GHYLDWLRQRIRUWRUHGXFHRIWKHWRWDOGLYHUVLILDEOHULVN
)RUWKHQRQ6KDULDSRUWIROLRWKHVWDQGDUGGHYLDWLRQGXULQJWKHILUVWEXOORIWKHILUVWVWRFNZDV:KHQDOO
VWRFNVZHUHDGGHGRQO\RI WKH ULVNFRXOGEHGLYHUVLILHGDZD\IURP WR7KLVZDV OHVV WKDQ WKH
UHGXFWLRQRIULVNE\WKH6KDULDVWRFNVLQWKHILUVWEXOOSHULRG
)RUWKHEHDUSKDVHWKHFRPELQDWLRQRIWKHILUVWIHZVWRFNVVWWRWKVWRFNVWKHVWDQGDUGGHYLDWLRQLQFUHDVHGZKLFK
PD\LQGLFDWHGWKDWWKHVWRFNVDUHKLJKO\FRUUHODWHG%HJLQQLQJIURPWKHWKVWRFNWKHUHZDVDIDOOLQVWDQGDUGGHYLDWLRQ
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DVPRUHVWRFNVZHUHDGGHGXQWLODOOVWRFNVZHUHLQFOXGHG7KHRYHUDOOULVNUHGXFHGZDVRQO\ZKLFKZDVOHVV
WKDQWKHUHGXFWLRQRI6KDULDVWRFNVLQWKHEHDUSHULRG
'XULQJ WKH VHFRQGEXOO SHULRG WKH ILUVW VWRFN¶V VWDQGDUGGHYLDWLRQZDV*HQHUDOO\ WKH UHVXOW VKRZQ WKH
SRUWIROLRULVNUHGXFHGDVWKHQXPEHURIVWRFNVLQFUHDVHG7KHJURXSLQJRIDOOVWRFNVKDGUHGXFHGWKHULVNIURP
WRZKLFKZDVHTXLYDOHQWWRZKLFKZDVOHVVWKDQWKHUHGXFWLRQLQYRODWLOLW\DFKLHYHGE\6KDULDVWRFNV

7DEOH1XPEHURI6WRFNV5HTXLUHGIRU'LYHUVLILFDWLRQ(IIHFWGXULQJ'LIIHUHQW0DUNHWSKDVHIRU1RQVKDULDVWRFNV
%XOO %HDU %XOO 6WDQGDUGL]HG6'
   
   
   
!   
!   

)URPWKHILQGLQJVGLVFXVVHGDERYHQRQ6KDULDUHTXLUHGDKLJKHUQXPEHURIVWRFNVWRUHGXFHWKHULVN%RWK6KDULD
DQGQRQVKDULDVWRFNVUHTXLUHGPRUHWKDQVWRFNVWRHOLPLQDWHRIWKHSRUWIROLRULVN)RUWKHEXOOSHULRGWKH
QXPEHURIVWRFNVQHHGHGZDVGLIIHUHQWLQUHGXFLQJGLYHUVLILDEOHULVN%DVHGRQWKHVWDQGDUGGHYLDWLRQLQWKHVHFRQG
EXOOSHULRGQRQ6KDULDVWRFNVUHTXLUHGDWOHDVWVWRFNVZKHUHDVIRU6KDULDVWRFNVZHUHHQRXJKWRHOLPLQDWH
RIWKHULVN7KLVDOVRLQGLFDWHGWKDWYRODWLOLW\RIQRQ6KDULDVWRFNVZDVKLJKHUWKDQWKH6KDULDVWRFNVRYHUWKHWZRVXE
SHULRGV
%RWK6KDULDDQGQRQ6KDULDFRPSOLDQWUHTXLUHGDVPDOOHUDPRXQWRIVWRFNVWRUHGXFHWKHVSHFLILFDPRXQWRIULVN
GXULQJ WKH VHFRQG EXOO SHULRG QRQHWKHOHVV ERWK 6KDULD DQG QRQ6KDULD VWRFNV ZHUH XQDEOH WR DFKLHYH WKH
GLYHUVLILFDWLRQOHYHORIPRUHWKDQ

7DEOH,QGHSHQGHQW77HVWRQ0HDQVRI6WDQGDUG'HYLDWLRQRI6KDULDDQG1RQ6KDULD3RUWIROLR
Periods Types of Stocks Mean T-Test p-value n 
Entire
Sharia 0.0821 
-1.012 0.159 
30 
Non-Sharia 0.0844 30 
Bull 1 
Sharia 0.0832 
7.371 0.000*** 
30 
Non-Sharia 0.1089 30 
Bear 
Sharia 0.1049 
-3.862 0.000*** 
30 
Non-Sharia 0.1197 30 
Bull 2 
Sharia 0.0869 
1.486 0.074 
30 
Non-Sharia 0.0777 30 
Notes:
**p < 0.05  ,  ***p < 0.001 

7WHVWVLQGLFDWHGWKHUHZHUHVLJQLILFDQWGLIIHUHQFHVLQWKHVWDQGDUGGHYLDWLRQVEHWZHHQWKHWZRFDWHJRULHVGXULQJ
WKHILUVWEXOODVZHOODVWKHEHDUSHULRG6KDULDVWRFNVKDGDORZHUPHDQDVFRPSDUHGWRQRQ6KDULDRYHUWKUHHRIIRXU
SHULRGV
&RQFOXVLRQ
Does diversification works for both Sharia and non-Sharia stocks in Malaysia? 
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3RUWIROLRULVNVZHUHUHGXFHGDVPRUHDVVHWVDUHDGGHGLQERWK6KDULDDQGQRQ6KDULDSRUWIROLRV7KHUHVXOWVZHUH
FRQVLVWHQW ZLWK SULRU UHVHDUFKHV 7DQJ  $KXMD  )UDKP DQG :LHFKHUV  5DQL  3RUWIROLR
GLYHUVLILFDWLRQFDQEHHDVLO\DSSOLHGZLWKWKHPHWKRGRIQDwYHGLYHUVLILFDWLRQZLWKRXWDQ\XVHGRIFRPSOH[WHFKQLTXHV
7DQJ

Is there a Sharia effect on diversification in relation to standard deviation? 
7KHSULQFLSOHVRI0XDPDODWVXFKDVWKHH[FOXVLRQRIXQFHUWDLQW\DFWLYLWLHVKDYHOHGWRUHWXUQVRI6KDULDVWRFNVWR
EH OHVVYRODWLOHZLWKDVLJQLILFDQWGLIIHUHQFHEHWZHHQ WKHPHDQVWDQGDUGGHYLDWLRQ IRUERWK6KDULDDQGQRQ6KDULD
VWRFNV7KLVILQGLQJVXSSRUWHG.DVVDEDQG0RURFFRZKHUHLWZDVUHSRUWHGWKDW,VODPLFLQGH[LVOHVVYRODWLOH
ZLWKDORZHUVWDQGDUGGHYLDWLRQWKDQWKHFRQYHQWLRQDOLQGH[OLNHO\GXHWRWKHH[FOXVLRQRIXQFHUWDLQHOHPHQWVVXFKDV
JDPEOLQJ$EGXOODKHWDO/HDQDQG3DUVYD

Is there any difference in the number of stocks required to eliminate specific amount of risk for Sharia and non-
Sharia compliant stocks?  
6KDULDSRUWIROLRUHTXLUHGDVPDOOHUQXPEHURIVWRFNVWRHOLPLQDWHDWRWDORIGLYHUVLILDEOHULVNWKDQQRQ6KDULD
SRUWIROLR7KLVFRXOGEHGXHWRWKHVWDQGDUGGHYLDWLRQRIQRQ6KDULDVWRFNVEHLQJPXFKKLJKHUWKDQ6KDULDVWRFNV7KLV
SDSHUKDGLGHQWLILHGDWOHDVWVWRFNVZHUHUHTXLUHGE\6KDULDSRUWIROLRZKHUHDVLWLVQHFHVVDU\IRUQRQ6KDULDWRKROG
PRUHVWRFNVWRDFKLHYHDVWDQGDUGL]HGVWDQGDUGGHYLDWLRQRI

Is there a market phase impact on diversification in relation to standard deviation? 
7KHUHLVDVLJQLILFDQWGLIIHUHQFHLQVWDQGDUGGHYLDWLRQIRU6KDULDDQGQRQ6KDULDVWRFNVGXULQJGLIIHUHQWPDUNHW
SKDVH'XULQJWKHILUVWEXOOSHULRGIURP-DQXDU\WR'HFHPEHU7WHVWKDGLQGLFDWHGWKDWWKHUHLVDVLJQLILFDQW
GLIIHUHQFHLQVWDQGDUGGHYLDWLRQEHWZHHQ6KDULDDQGQRQ6KDULDVWRFNVKRZHYHUWKHUHZDVQRVLJQLILFDQWGLIIHUHQFH
LQWKHVHFRQGEXOOIURPWLOO7KHUHZDVDVLJQLILFDQWGLIIHUHQFHEHWZHHQ6KDULDDQGQRQ6KDULDVWDQGDUG
GHYLDWLRQGXULQJWKHEHDUPDUNHW7KLVILQGLQJLVDOVRLQOLQHZLWKWKHUHVHDUFKRI+D\DWDQG.UDHXVVOZKHUH
WKH,VODPLFLQYHVWPHQWZDVOHVVULVN\EXWWKHUHWXUQZDVORZHUDVFRPSDUHGWRWKHFRQYHQWLRQDOLQYHVWPHQWGXULQJWKH
EHDUSHULRG
*HQHUDOO\VWDQGDUGGHYLDWLRQRI6\DULDKDQGQRQ6\DULDKVWRFNVSHUIRUPHGVLJQLILFDQWO\GLIIHUHQWDVLQGLFDWHGE\
WKH7WHVWDQDO\VLVRYHUWKHILUVWEXOODQGEHDUSHULRG7KLVLVFRQVLVWHQWZLWKWKHVWXG\E\$OEDLW\DQG$KPDG
$EGXOODKHWDO/HDQDQG3DUVYDDQG.DVVDEDQG0RURFFR$QGLQOLQHZLWKWKHILQGLQJVRI
$OEDLW\DQG$KPDG&KLDGPLDQG*KDLWL:HH6HWLDZDQDQG2NWDUL]DZKLFKDOOUHSRUWHG
DORZHUYRODWLOLW\IRUVKDULDLQGH[FRPSDUHGWRQRQVKDULDLQGH[

Is there any difference in the number of stocks required to reduce specific amount of risk for Syariah and non-
Syariah compliant stocks during different market phase? 
7KHUHLVDGLIIHUHQFHLQWKHQXPEHURIVWRFNVUHTXLUHGIRU6KDULDDQGQRQ6KDULDVWRFNVWRDFKLHYHGLYHUVLILFDWLRQ
GXULQJGLIIHUHQWPDUNHWSKDVH9RODWLOLW\ZDVUHGXFHGE\ZLWKWKHKROGLQJRI6KDULDVWRFNVDQGDUHGXFWLRQ
RIIRUQRQ6KDULDSRUWIROLRV%HDUPDUNHWVDUHFKDUDFWHUL]HGE\SDQLFVHOOLQJDVWKHUHWXUQVRIFRQYHQWLRQDOVWRFNV
IDOOVEXWDV6KDULDVWRFNVDUHKHOGEDVHGRQIDLWKUDWKHUWKDQULVNDQGUHWXUQIDFWRUV6KDULDSRUWIROLRVVKRXOGEHDIIHFWHG
OHVVGXULQJEHDUSHULRGV$QRWKHUSRVVLELOLW\LVWKHKLJKO\SRVLWLYHFRUUHODWLRQEHWZHHQWKHQRQ6KDULDSRUWIROLRVGXULQJ
WKHSHULRGVDQGQHHGPRUHVWRFNVWRUHGXFHWKHULVN+LJKW
'LYHUVLILFDWLRQKDGSURYHGWREHDSSOLFDEOHLQ0DOD\VLDQVWRFNH[FKDQJHPDUNHW7KLVLVLQOLQHZLWKWKH3RUWIROLR
'LYHUVLILFDWLRQWKHRU\7KHORZHUYRODWLOLW\RI6KDULDVWRFNVFRXOGEHGXHWRWKHH[FOXVLRQRIXQHWKLFDOHOHPHQWVVXFK
DVJDPEOLQJIURPWKH,VODPLFLQYHVWPHQW$EGXOODKHWDO/HDQDQG3DUVYD
5HFRPPHQGDWLRQV IRU IXWXUH SDSHUVZLOO EH D FRPSDUDWLYH VWXG\ DPRQJ GLIIHUHQW 6KDULDPDUNHWV IRU LQVWDQFH
3DNLVWDQ,QGRQHVLD7KDLODQGWRFRPSDUHWKHULVNDQGLGHQWLI\QXPEHURIVWRFNVQHHGHGWRUHGXFHDVSHFLILFDPRXQW
RIULVN
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5HIHUHQFHV
$EGXOODK)+DVVDQ7	0RKDPDG6,QYHVWLJDWLRQRISHUIRUPDQFHRI0DOD\VLDQ,VODPLFXQLWWUXVWIXQGV0DQDJHULDO)LQDQFH

$KPDG=	,EUDKLP+$VWXG\RIWKHSHUIRUPDQFHRIWKH./6(6\DULDKLQGH[0DOD\VLDQ0DQDJHPHQW-RXUQDO
$OEDLW\0	$KPDG5$&RPSDUDWLYH$QDO\VLVRIWKH)LUP6SHFLILF'HWHUPLQDQWVRI6\DULDK&RPSOLDQW9HUVXV1RQ6\DULDK&RPSOLDQW
)LUPVLQ%XUVD0DOD\VLD$VLDQ-RXUQDORI%XVLQHVVDQG$FFRXQWLQJ
$OHNQHYLFLHQH9$OHNQHYLFLXWH(	5LQNHYLFLHQH53RUWIROLR6L]HDQG'LYHUVLILFDWLRQ(IIHFWLQ/LWKXDQLDQ6WRFN([FKDQJH0DUNHW
,Q]LQHULQH(NRQRPLND(QJLQHHULQJ(FRQRPLFV
%DUEHU%0+HDWK&	2GHDQ7*RRG5HDVRQV6HOO5HDVRQ%DVHG&KRLFH$PRQJ*URXSDQG,QGLYLGXDO,QYHVWRUVLQWKH6WRFN
0DUNHW0DQDJHPHQW6FLHQFH
%HQDUW]L6	7KDOHU5+1DLYH'LYHUVLILFDWLRQ6WUDWHJLHVLQ'HILQHG&RQWULEXWLRQ6DYLQJ3ODQV7KH$PHULFDQ(FRQRPLF5HYLHZ

%RGLH=.DQH$	0DUFXV$-,QYHVWPHQWVDQG3RUWIROLR0DQDJHPHQWWKHG/RQGRQ0F*UDZ+LOO
%XUVD0DOD\VLD,VODPLF0DUNHWV5HWULHYHG0DFIURPKWWSZZZEXUVDPDOD\VLDFRPPDUNHW
&KLDGPL00	*KDLWL)0RGHOLQJ9RODWLOLW\6WRFN0DUNHWXVLQJWKH$5&+DQG*$5&+0RGHOV&RPSDUDWLYH6WXG\EHWZHHQDQ
,VODPLFDQGD&RQYHQWLRQDO,QGH[636KDULDYV63,QWHUQDWLRQDO5HVHDUFK-RXUQDORI)LQDQFHDQG(FRQRPLFV
'HFKRZ30	6ORDQ5*5HWXUQVWRFRQWUDULDQLQYHVWPHQWVWUDWHJLHV7HVWVRIQDLYHH[SHFWDWLRQVK\SRWKHVHV-RXUQDORI)LQDQFLDO
(FRQRPLFV
'H0LJXHO9*DUODSSL/	8SSDO52SWLPDO9HUVXV1DLYH'LYHUVLILFDWLRQ+RZ,QHIILFLHQWLVWKH13RUWIROLR6WUDWHJ\"7KH5HYLHZ
RI)LQDQFLDO6WXGLHV
'HULJV8	0DU]EDQ65HYLHZDQGDQDO\VLVRIFXUUHQW6KDULDKFRPSOLDQWHTXLW\VFUHHQLQJSUDFWLFHV,QWHUQDWLRQDO-RXUQDORI,VODPLF
DQG0LGGOH(DVWHUQ)LQDQFHDQG0DQDJHPHQW
(YDQV-/	$UFKHU6+'LYHUVLILFDWLRQDQGWKHUHGXFWLRQRIGLVSHUVLRQ$QHPSLULFDODQDO\VLV-RXUQDORI)LQDQFH
*LUDUG(	+DVVDQ0.,V7KHUHD&RVWWR)DLWK%DVHG,QYHVWLQJ(YLGHQFHIURP)76(,VODPLF,QGLFHV7KH-RXUQDORI,QYHVWLQJ

*RHW]PDQQ:1	.XPDU$(TXLW\SRUWIROLRGLYHUVLILFDWLRQ1%(5:RUNLQJ3DSHU
*RHW]PDQQ:10DVVD0	6LPRQRY$ 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